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Ecuador's President Jamil Mahuad compares the nation's economy to a ship that has struck an
iceberg, and he called the situation critical because of the massive budget deficit. "We have a serious
crisis, the worst in 70 years," Mahuad, who took office five months ago, said in the annual State
of the Union address to Congress Jan. 19. In his address, Mahuad said new and more difficult
measures would be necessary to deal with the crisis (see NotiSur, 12/04/98). The government is
trying to drastically reduce its budget deficit, which topped US$1.5 billion in 1998, almost 6% of
GDP. The country's total budget was US$5.2 billion.
Mahuad said the deficit caused Ecuador's 1998 inflation to reach 43.4%, the highest in Latin
America. Ecuador's economy grew by only 0.8% last year, he said. In 1999, the economy is expected
to grow by 1.7%, with inflation expected to run between 22% and 27%, he said. Ecuador's banking
system has also been hit by the recession and the global financial crisis. Banking authorities have
taken over six banks in the past three weeks, citing a lack of liquidity. Ecuador has been hard hit
during the past year by effects of El Nino weather phenomenon and by the drastic drop in oil prices.
Oil is Ecuador's principal export.
Now Ecuador is being further buffeted by the financial crisis gripping Brazil. It's own currency,
the sucre, is under speculative attack. Analysts say, however, that adding to Ecuador's problems is
Mahuad's failure to present a 1999 budget or outline clear economic policies, after five months in
office.
On Jan. 21, Mahuad announced that arms purchases would be frozen for the next four years and the
size of the military will be cut. He said the role of the military will be redefined. Mahuad said the
reduction in military spending is possible thanks to the peace treaty signed last October with Peru
(see NotiSur, 10/30/98).
As part of the plan, Mahuad said 8,000 military personnel would be redirected to internal security,
a measure that is likely to meet strong objections from human-rights advocates. Protests continue
against austerity measures Mahuad's attempts to respond to the country's financial crisis have
only angered workers, who have staged protests in major cities throughout the country against the
president's austerity measures. Thousands of workers marched through the streets of Quito and
other major cities on Jan. 20. One person was insured and dozens were arrested.
"We are going on strike to force the government to back down and listen to the voice of the
Ecuadoran people, who are against hunger and this miserable government," said Frente Popular
president Luis Villacis. Villacis was unimpressed with Mahuad's State of the Union address. "The
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president's report was a long list of complaints that the people already know because they live with
them on a daily basis," said Villacis.
The Frente includes workers, campesinos, teachers, and students who oppose the government
policies aimed at reducing the country's budget deficit, which they claim unfairly target the poor.
The Mahuad administration has ended fuel-price subsidies and has increased electricity charges
as part of its austerity drive. The labor organization Frente Unitario de Trabajadores (FUT) is
threatening a general strike, possibly as early as Feb. 5, if the government does not back down.
FUT leaders accused Mahuad of "defrauding" the people, because he has failed to put forth a
concrete economic plan, concentrating instead on closing the fiscal deficit through the sacrifice
of the people. In addition, Stalin Vargas, a leader of the teachers' union, said the government
announcement that an earlier pay increase was no longer in effect was a "declaration of war." He
said the teachers would join the street protests. (Sources: Notimex, 01/17/99; Reuters, Spanish news
service EFE, 01/20/99; Associated Press, 01/19/99, 01/22/99)
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